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ANNUAL REPORT 
OF THE DIRECTORS 


March 20, 1973 
To the Shareholders: 


We submit herewith the 1972 Annual 
Report of your Company, together with 
the Consolidated Statements for that year 
on a comparative basis and the report of 
your auditors. 


The financial results of the year were 
adversely affected to a material extent by 
two unrelated sets of circumstances. 
These extraordinary items are specifically 
dealt with below. 


The start-up problems of the Indigo 
denim production facility at Trois- 
Rivieres were compounded by failure of 
one element of the production equip- 
ment, resulting in high costs, low pro- 
duction and excessive production of 
seconds, with consequent loss of sales 
volume and anticipated profits. This 
denim problem was largely solved by year 
end and production and sales are now 
increasing. 


Your Company's range of no-iron sheets 
and pillow slips was broadened in late 
1970 to include blends of polyester and 
cotton. In mid 1972 your Company 
received complaints attributed to these 
blended products in the nature of skin 
irritations or allergic reactions. While the 
number of complaints in relation to the 
total number of blends manufactured and 
shipped was small, and while allergic 
reactions to textile products are known 
to exist, the Company undertook a 
comprehensive study of these complaints, 
utilizing highly reputable medical and 
laboratory professionals in Canada and in 
Europe. Your Company changed _ its 
manufacturing process and the new 
production was clinically tested with no 
adverse effects. There was some publicity 
in connection with these blended prod- 
ucts and your Company voluntarily 
recommended to the wholesalers and 
retailers that for the goodwill of all 
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concerned they return all stocks in their 
possession produced by the discontinued 
process. These stocks were replaced as 
quickly as possible by the new process 
stock production. 


It is emphasized that the complaints 
related only to the blended Polyester/ 
Cotton products and we continue to 
receive wide acceptance of the 100% 
cotton no-iron or regular finish sheets and 
pillow slips which constitute the larger 
part of our volume. 


We have in inventory a quantity of 
blended sheets and pillow cases produced 
by the discontinued process and our 
consultants are engaged in the develop- 
ment of a process technique that will 
make this inventory acceptable. The 
provision for a possible loss on this 
inventory in the consolidated statement 
of earnings is deemed prudent at this 
date. 


Consolidated sales for the year 1972 
amounted to $49,511,000 as compared 
to $44,092,000 for 1971. The earnings 
for the year prior to these extraordinary 
items but after income taxes on these 
earnings, amounted to $515,000 as 
compared to $567,000 in 1971. Signifi- 
cant increased interest costs were in- 
curred in 1972, as well as a larger 
provision for depreciation. Assets acquir- 
ed since December 30, 1971 were de- 
preciated on a straight line basis to more 
fairly reflect the charge against earnings. 
Depreciation on assets on hand acquired 
prior to that date was continued on the 
reducing balance method. 


The combined consolidated retained earn- 
ings and capital surplus at December 31, 
1972 amounted to $10,369,375 as com- 
pared to $10,690,474 at the end of the 
previous year. 


The financing of the restructuring pro- 
gram and subsequently the acquisition of 
the Towel division was accomplished to a 
large extent by Bank accommodation. 
This imbalance between short and long 
term indebtedness presented problems 


with respect to future planning. As the 
major portion of the present program had 
taken place, it was decided to re-align the 
debt structure and remove some onerous 
conditions associated with short term 
borrowings. 


As a result, in December 1972 the Com- 
pany sold privately at par $10,000,000 of 
debentures designated 872% Sinking Fund 
Debentures Series “‘A’’ dated as of 
December 28, 1972 and maturing on 
December 28, 1987, with interest payable 
semi-annually. Provision was made for a 
graduated premium on redemption (maxi- 
mum 1%) if redeemed prior to 1982 and 
without premium upon redemption after 
that date. A Sinking Fund requires an 
annual payment of $500,000 (payable 
semi-annually) commencing with the year 
1974. 


The proceeds of these debentures were 
applied to the retirement at par of all the 
outstanding Series ‘’C’’ 5%% Debentures 
($1,500,000) and Series ““D’ 6%% De- 
bentures ($2,500,000), together with the 
repayment of a special loan with a 
balance outstanding of $1,200,000 and 
which bore interest at 1% over the prime 
rate. The balance of the proceeds after 
the retirement of this debt amounted to 
$4,800,000 and was applied to the Bank 
indebtedness existing at that time. 


Working capital as at December 31, 1972 
amounted to $11,499,250 as compared 
to $8,874,174 at the end of 1971. 


An amount of $4,583,853 was spent on 
capital expenditures in 1972. The major 
portion of this expenditure was spent in 
Trois-Rivieres pursuant to the restructur- 
ing program. A further significant amount 
is related to a planned refurbishing of the 
Towel division's facilities, which program 
will aggregate approximately $1,000,000, 
with further changes under consideration 
which are referred to later in this report. 
In 1972 the Company received grants 
from the Department of Regional and 
Economic Expansion in the amount of 
$1,011,336 and from the Department of 


Industry and Commerce of the Province 
of Quebec in the amount of $241,378, 
both related to the modernization and 
restructuring program. The balance due 
under the Federal grant arrangement is 
included as an asset and the total 
amounts received or receivable have been 
applied to a reduction of the cost of the 
assets on the Company’s balance sheet. 


A three year labour contract was signed 
with the union representing the em- 
ployees at Shawinigan and Trois-Rivieres 
and at a later date a three year contract 
was signed with the union representing 
the employees at Welland after these 
employees had been on strike for a period 
of seven weeks. Four of these strike 
weeks were in 1972 and had an effect on 
the year’s earnings. Office employees are 
represented by unions in Trois-Rivieres 
and Dunnville and a three year contract 
was signed applicable to Trois-Rivieres 
and a one year contract with those 
employed at Dunnville. The contract with 
the manufacturing employees of the 
Towel division expires in 1973 but 
negotiations for renewal of this contract 
have not yet commenced. 


There were further significant increases in 
imports from low wage countries and 
countries with state controlled economies 
in 1972. The industry agreed that a 
formal enquiry on imports of terry towels 
and towelling should be held by the 
Textile and Clothing Board established 
under the National Textile Policy in May 
1970 and a notice of complaint was filed 
alleging these imports were causing or 
threatening serious injury to the Canadian 
producers of these products. Your Com- 
pany submitted a Brief and collaborated 
in one on behalf of the industry. The 
Hearings were held on March 13th in 
Ottawa and at this date we have not been 
advised of the Board’s recommendation 
to the Government. 


Since the announcement of the principles 
of the Textile Policy in 1970, your 
Company has restructured and spent ap- 


proximately $9,000,000 in accordance 
with its concept. A second phase of 
capital expenditures of approximately 
$1,000,000 for the Towel division would 
appear to be economically justified but 
your Company is awaiting a decision of 
the Government that will indicate it is its 
policy to have Canadian producers par- 
ticipate substantially in the Canadian 
market and its growth and thereby main- 
tain and expand employment. 


Wabasso (Europe) B.V. established late in 
1971 achieved an increasing rate of sales 
throughout 1972 and for the year record- 
ed a minor profit. A considerable effort 
was made in organizing sales representa- 
tion in various countries that is now being 
reflected in added business. It was decid- 
ed that the U.K. market could be better 
served by having corporate existence in 
the U.K. and as a result, Wabasso (U.K.) 
Ltd. was incorporated towards the end of 
1972. We anticipate these companies can 
make a meaningful contribution, provid- 
ed events outside of their control do not 
markedly change the trading patterns. 
The recent developments in international 
currencies should make goods from North 
America more competitive in Europe. 


The camping and recreational business of 
Woods Bag & Canvas Co. Ltd. recorded a 
good increase in sales and earnings. 


The shareholders of Dominion Fabrics 
Limited at a special meeting on April 26, 
1972 approved the sale of the remaining 
working assets of that company retro- 
active to January 1, 1972 so that the 
operations of the towel facilities are now 
an integral division of Wabasso Limited. 
This matter was referred to in the Annual 
Report on 1971 operations. 


Dividends amounting to $119,152, or 30¢ 
per share were paid with respect to 
operations in the first half of 1972. The 
Directors decided to omit a dividend for 
the third and fourth quarters in the light 
of the circumstances that have been 
reviewed in this report. 


Following the seven week strike, the 
Welland mill is now operating at a satis- 
factory level. The yarn mill at Shawinigan 
has been operating on a seven day week 
since November 1972 and certain com- 
ponents of the Trois-Rivieres complex 
have commenced a 20 shift week. Pro- 
duction at the Towel division has im- 
proved following the changes in equip- 
ment with further improvements antici- 
pated. 


Mr. Aubrey Crabtree has decided that he 
will not stand for re-election to the Board 
at the forthcoming Annual Meeting. Mr. 
Crabtree was a long time member of the 
Board of the former Parent Company and 
was elected to the Board of Wabasso in 
1955 and served on the Executive Com- 
mittee of that Board since 1963. His 
counsel, experience and contribution to 
the affairs of these Companies have been 
significant and notable and will be greatly 
missed. 


A By-Law to reduce the authorized 
number of members of the Board from 
fourteen to thirteen was enacted on 
March 20, 1973 and will be presented for 
approval at a Special Meeting of Share- 
holders to be held in conjunction with 
the Annual Meeting. 


Your Directors are grateful to all em- 
ployees for the response to pressures 
from within and without the organization 
during a very difficult year. 


On behalf of the Board of Directors 


H. ROY CRABTREE 
Chairman and President. 


AND SUBSIDIARY COMPANIES 
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CONSOLIDATED Assets 
BALANCE 
SHEET CURRENT ASSETS 


as at December 31, 1972 Cash pr 
Accounts receivable . 
Income tax recoverable BP 2% estou 
Inventories valued at the lower of cost, replacement 
cost or net realizable value 
Unexpired insurance, prepaid taxes 


GOVERNMENT GRANT (Note 2) 
INVESTMENTS 
(Quoted market value 1972 $342,664 
1971 $274,352) 
FIXED ASSETS (Note 2) 
Land, buildings, plant and equipment at cost 
Less: Accumulated depreciation 


GOODWILL, PATENTS AND PROCESSES 


DEFERRED INCOME TAX CHARGES 


SIGNED ON BEHALF OF THE BOARD: 
H. Roy Crabtree, Director 


Bernard S. Saunders, Director 


AUDITORS’ REPORT 


To The Shareholders 
Wabasso Limited 


We have examined the consolidated balance sheet of Wabasso Limited and subsidiary 
companies as at December 31, 1972 and the consolidated statements of earnings, retained 
earnings and source and application of funds for the year then ended. Our examination 
included a general review of the accounting procedures and such tests of accounting 
records and other supporting evidence as we considered necessary in the circumstances. 


In our opinion these consolidated financial statements present fairly the financial position 
of the companies as at December 31, 1972 and the results of their operations and the 
source and application of their funds for the year then ended, in accordance with 
generally accepted accounting principles which, except for the change in the method of 
providing for depreciation, as described in Note 2, were applied on a basis consistent with 
that of the preceding year. 


Riddell, Stead & Co. 


Montreal, March 21, 1973 Chartered Accountants 


1972 1971 
$ 70,132 $ 172,865 
7,555,251 7,414,818 
159,171 221,750 
16,721,774 14,818,117 
167,161 204,513 
24,673,489 22,832,063 

252,834 = 

362,449 357,414 
40,906,474 38,179,827 
28,178,024 26,980,077 
12,728,450 1171997750 
fa 2 
12,728 452 PIE) FS 
1,096,000 707,000 
$39,113,224 $35,096,229 


Liabilities 


CURRENT LIABILITIES 

Bank indebtedness ee eS 
Accounts payable and accrued charges 
Income taxes payable ..... 
Current portion of long term debt 


LONG TERM DEBT (Note 3) 

Series ““A’’ 84% debentures 

Series ““C’’ 5%% serial debentures 

Series “’‘D’’ 6%% serial debentures : 

Bank loan, interest at 1% above prime rate 

Notes payable maturing up to 1977 in instalments, 
at interest rates to 72% 


Current portion included above 


MINORITY INTEREST 


Shareholders’ Equity 


CAPITAL STOCK 
Authorized 
525,000 common shares without nominal or par value 


Issued 

397,173 shares 
RESERVES ne 
RETAINED EARNINGS 


1972 1971 
$ 9,424,625 $ 8,170,635 
3,339,136 4,573,108 
= 89,447 
410,478 1,124,699 
13,174,239 13,957,889 

10,000,000 = 

os 2,000,000 
= 2,500,000 
= 1,500,000 
1,261,373 851,225 
11,261,373 6,851,225 
410,478 1,124,699 
10,850,895 5,726,526 
51,947 54,572 
2,666,768 2,666,768 
2,000,000 2,000,000 
10,369,375 10,690,474 
$39,113,224 $35,096,229 
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CONSOLIDATED 
STATEMENT 
OF EARNINGS 


For the year ended 
December 31, 1972 


AND SUBSIDIARY COMPANIES 


Sales 


OPERATING EXPENSES 

Manufacturing, selling and administrative costs 
Interest onlongtermdebt ..... 
Interest — other 

Depreciation (Note 2) 

Min ogi Siinite tie Ss teameemn san mn 


Operating profit before taxes 
Income taxes ..... 
OPERATING PROFIT 
[MWGSHMOME INCOME «a ss » so 5 oo 6 
Profit (loss) on disposal of fixed assets 
EARNINGS BEFORE OTHER CHARGES 
OTHER CHARGES 
Start-up costs associated with the installation 
of new equipment (less income taxes 
of $426,000) 9 
Provision for loss on inventory disposal 
(less income taxes of $242,000) 


EARNINGS (LOSS) BEFORE EXTRAORDINARY ITEM 


EXTRAORDINARY ITEM 
Profit on sale of fixed assets—Bag Division 


EARNINGS (LOSS) FOR THE YEAR 


EARNINGS (LOSS) PER COMMON SHARE BEFORE 


EXTRAORDINARY ITEM 


EARNINGS (LOSS) PER COMMON SHARE (Note 2) . . 


1972 1971 

$49,511,064 $44,091,696 
46,048,376 41,047,588 
433,995 335,684 
728,471 374,843 
1,497,090 1,281,468 
1,259 531 
48,709,191 43,040,114 
801,873 1,051,582 
357 892 500,950 
443,981 550,632 
73,420 3,165 
(2,337) 12,855 
515,064 566,652 

456,564 = 

258,000 = 

714,564 “= 
(199,500) 566,652 
a 100,971 
($ 199,500) $ 667,623 
($0.50) $1.52 
($0.50) $1.79 


CONSOLIDATED 
STATEMENT 

OF RETAINED 
EARNINGS 

For the year ended 
December 31, 1972 


CONSOLIDATED 
STATEMENT 

OF SOURCE AND 
APPLICATION 

OF FUNDS 

For the year ended 
December 31, 1972 


BALANCE AT JANUARY 1 


Earnings (loss) for the year . . ..... 


Dividends paid 


Transfer from capital surplus 


BAEANCESATSDECEMBER 31" 33 =e 


Source of Funds 


From operations 

Earnings (loss) for the year . . . 
Depreciation . ... 

Deferred income taxes 


Proceeds of sale of fixed assets excluding 
profits or losses included above 

Issue of series ‘“A’’ debentures 

Repayment of long term debt 

Notes payable 

Issue of common shares 

Bank loan 


Application of Funds 


Additions to fixed assets . 
Government grants received 


Repayment of debentures 
Dividends paid 
Other . 


INCREASE IN WORKING CAPITAL 
Working capital at January 1 


WORKING CAPITAL AT DECEMBER 31 


. $10,000,000 
. 5,200,000 


4,583,853 


: 1,252,714 


( 
( 


1972 1971 
$10,690,474 $ 3,205,811 
(199,500) 667,623 
10,490,974 3,873,434 
121,099 1,360 
10,369,375 3,872,074 
= 6,818,400 
$10,369,375 $10,690,474 

1972 1971 
$ 199,500) $ 667,623 
1,497,090 1,281,468 
389,000) 363,000 
908,590 2,312,091 
52,515 598,047 

4,800,000 — 
324,369 191,420 
= 445,608 
= 1,200,000 
6,085,474 4,747,166 
3,331,139 SDoI Mag 
= 500,000 
121,599 1,360 

7,660 — 
3,460,398 4,098,509 
2,625,076 648,657 
8,874,174 $3,220,017 
$11,499,250 $ 8,874,174 


LIMITED 


NOTES TO 
CONSOLIDATED 
FINANCIAL 
STATEMENTS 
December 31, 1972 


AND SUBSIDIARY COMPANIES 


1. Basis of Consolidation 


All subsidiary companies are included in the consolidated financial statements. 


2. Fixed Assets 


The company changed its depreciation method from a reducing balance to a straight line basis for 
assets acquired subsequent to December 30, 1971. As a result of this change in depreciation methods 
net income after applicable income taxes was increased by $250,000 ($0.63 per share). 


The company obtained grants from the Federal and Quebec governments totalling $1,505,548 in 
respect of fixed asset purchases. The grants have been recorded as a reduction of the cost of fixed 
assets purchased. Of the total amount of the grants, $1,252,714 has been received and the balance of 
$252,834 is receivable prior to February 1, 1975. 


3. Long Term Debt 


On December 28, 1972 the company issued $10,000,000 of Series ‘’A’’ 8%% debentures maturing 
December 28, 1987, secured by a floating charge on all the assets of Wabasso Limited. The proceeds of 
this issue were used to retire existing long term debt, the remainder being used for general corporate 
purposes. 


The sinking fund requires instalments of $250,000 semi-annually from June 28, 1974 to maturity. 
The company may redeem outstanding debentures for sinking fund purposes in addition to the 
semi-annual payments. 


The provisions of the trust indenture preclude the payment of dividends unless consolidated working 
capital exceeds $5,000,000. 


4. Statutory Information 


1972 1971 
NumbenmotClifeCh@rc mrss mama nnn en 14 1183 
Directorsa remuneration enn anna $ 18,750 $ 19,100 
Number of officers and past officers .... . 2 12 
Officers’ and past officers’ remuneration .. . $350,500 $326,500 
Number of officers who are also directors . . . 3 4 


5. Subsequent Event 


On March 21, 1973, part of the company’s plant in Trois-Riviéres was destroyed by a fire. The total 
extent and value of the damage has not yet been determined, however the loss is adequately covered 
by insurance. 
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A sheet and towel co-ordinate from the latest high 
fashion line by ‘The Rainbow Makers”. 


This ad is appearing in the April 28th issue of ‘The Canadian” 
Magazine, and the May issue of ‘‘Chatelaine’’. ; 
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